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General Meeting 


bbls barrels 2 The Annual General Meeting of Shareholders of Veteran 
bopd barrels of oil per day Resources Inc. will be held in the auditorium, second floor, Bantrel 
bpd barrels per day Tower, 700 - 6th Avenue S.W., Calgary, Alberta at 9:00 a.m. on 
boe barrels of oil equivalent June 7, 2001 

boepd barrels of oil equivalent per day 

mbbls thousands of barrels 

mboe thousands of barrels of oil equivalent 

mef thousand cubic feet 

mcefd thousands of cubic feet per day 

mmcf million cubic feet 

bef billion cubic feet 

NGL's natural gas liquids 

BPO before payout 

APO after payout 

psi pounds per square inch 

GJ gigajoule 


1 barrel of oil = 0.15891 cubic metres 

1 mcf of gas = 28.17399 cubic metres 
1 barrel of oil equivalent = 10 mcf gas 
or 

1 barrel of oil equivalent = 6 mcf gas 

(as specified) 


Company Profile 


Veteran Resources Inc. is a Calgary based Tier 1 junior oil 
and gas company, which is engaged in the application of 
leading edge drilling expertise to explore, develop and 
produce oil and natural gas. The company seeks out, 
evaluates and pursues business opportunities to apply its 
knowledge of underbalanced horizontal drilling (UBHD), a 
process which provides significant advantages over 
conventional drilling practices. The application of UBHD will 
in many instances maximize productivity and reservoir 
recovery, by minimizing formation damage, which occurs 
while drilling oil and gas wells using conventional methods. 


Low permeability gas reservoirs are of particular interest to 
the company. Many of these reservoirs have been 
overlooked in the past as they were considered to be 
uneconomic. Veteran has devised a new underbalanced 
horizontal drilling process, which it believes will be useful in 
developing these reservoirs. The process has undergone 
field trials but requires further testing to confirm prior results 
and improve reliability. 


&F Increased net iRouthe by $1,270,157 over 1999 fesitind in $.05 of earnings per share 

<> Increased ee from Operations by 700% to $.08 versus $.01 in 1999 

AF as sales of oil, NGL's and ataral gas increased by 116.8% over prior year 

= Raised $4.8 million in equity through : private placement units offering, and exercise of warrants | 
<> Sold a portion of its uidine tein in the Gunnell area to a major producer for proceeds of $892,000 
<4 Spent $5.8 million in capital expenditures representing an increase of 69% over 1999 

©) Finalized a farmin proposal with a major producer 


= Acquired 15,038 net acres of land at Crown auctions 


To the Shareholders 


The past year for Veteran was characterized by increased production from new sources and increased product prices. This 
combination resulted in the company experiencing increased revenue and achieving positive cash flow and earnings. New 
sources of natural gas and natural gas liquids were put on stream during the year. The company also added significantly to its 
undeveloped land base replacing working interests it had farmed out or disposed of in Northeastern B.C.. 


The equity market on the other hand was not so kind to our shareholders. Investors seemed focused on technology companies 
during early 2000 and even with increased oil and natural gas prices investors remained generally disinterested in junior oil and 
gas equity during the latter part of the year. 


The company focused its attention on ensuring that its Northeastern B.C. and Northwestern Alberta projects were put into 
production and generating revenue. This process resulted in the sale of a portion of the company’s interest in the Northeastern 
B.C. lands to a senior producer, which was active in developing an extensive infrastructure in the general Gunnell/Sahtaneh 
area. Simultaneously, Veteran supplemented its land base through the acquisition of additional lands in other areas (where 
prices were less competitive) which the company believes are candidates for the application of its underbalanced drilling 
process. 


The disappearance of the North American gas bubble and the resulting increase in gas prices has vindicated the company’s 
natural gas strategy. Management will continue to evaluate low permeability gas opportunities which have been overlooked 
by the Industry because of poor economic return, seeking out those prospects which would benefit from Veteran's 
underbalanced drilling process. 


A financing which was underway at the year end 1999 was closed in January 2000 and all of the warrants, which were to expire 
in early March of 2000, were exercised; the proceeds of which were used to fund the company’s ongoing operations. 


Veteran's management will continue to aggressively pursue business opportunities which would allow the company to 
capitalize on its leading edge drilling technology. The significant increase in North American gas price will certainly help the 
company in Its quest to economically develop low permeability gas reservoirs through the application of advanced drilling 
technology. The company’s immediate challenge will be directed to converting its undeveloped land base into a cashflow 
producing asset. | wish to thank our shareholders for their patience in these difficult times and our Board of Directors for their 
continued support. | would also like to express my appreciation to our employees for their dedication and continued hard work. 


Dee 
A 


D. Jewitt 
President 


April 9, 2001 
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Industry 
Business Environment 


U.S. crude oil and product stocks remained low during the year causing prices to remain firm. West Texas Intermediate (W.T.I.) 
price averaged $27.01 U.S. per barrel in January 2000 and subsequently increased to $34.26 U.S. per barrel in November prior 
to declining to $28.40 U.S. per barrel in December. The price softening at year end resulted when the market adjusted to 
increased supply expectations as The Organization of Petroleum Exporting Countries (OPEC) established a higher production 
quota. W.T.I. price averaged $30.20 U.S. per barrel during 2000. At year end U.S. inventories of crude oil and distillates remained 
low by historical standards while gasoline stocks remained in line with prior year levels. A year-over-year comparison of U.S. 
American Petroleum Institute inventories shows stocks at year end 2000 to be slightly less than stocks at year end 1999. This 
phenomenon demonstrates OPEC’s recent success at maintaining acceptable inventory and price levels through production 
control. The company expects that OPEC will be successful in continuing to control supply to achieve an average W.T.I. price 
of $27.00 U.S. per barrel during 2001 with year end price projected to be approximately $24.00 U.S. per barrel. The company has 
not hedged any of its oil production for 2001 but will reappraise this matter as the year progresses. 
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The long awaited end to the “gas bubble” and the convergence of North American gas supply and demand occurred during 
2000. Natural gas price increased throughout the summer due to high U.S. power generation demand and with the onset of 
winter the spot market experienced price spikes in excess of $10.00 U.S. per mcf in December 2000. The Alliance Pipeline was 
put on stream in November adding further to the recent Northern Border export capacity and finally removing the pipeline 
bottleneck to U.S. markets. The abnormally high year end gas price is expected to moderate industrial demand for gas, 
however overall supply and demand fundamentals suggest that gas price will remain strong through 2001 fueled by increased 
U.S. electrical generation demand and the need to replenish depleted North American storage for the winter of 2001/2002. The 
company expects that AECO spot gas price will adjust to better reflect BTU parity to oil and will average approximately $6.00 
CDN. per mcf for 2001. The company has not hedged any of its gas production for 2001 but will reappraise this matter as the 
year progresses. 


The high commodity price environment has resulted in increased activity levels causing the price of oilfield goods and services 
to increase. By year end 2000 drilling rig day rates had increased by approximately twenty percent with most other goods and 
services following suit. Wherever possible, the company will endeavor to plan its operations to take advantage of slack times 
rather than compete with others during peak operating periods. 


The U.S. to Canadian dollar exchange rate dropped from an average of $0.690 U.S. per Canadian dollar in January to $0.657 U.S. 
per Canadian dollar in December averaging $0.673 during the year. The company expects that the exchange rate will 
strengthen during 2001 averaging $0.680 during the first half of the year followed by $0.690 during the latter six months. 
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Company Strategy 


Veteran believes that oil and gas prices will remain firm but will continue to be volatile. Management expects that larger 
companies will continue to exit the conventional oil business in favor of pursuing tar sands projects, international exploration 
ventures and offshore/Arctic opportunities while continuing to play an active role in the Western Canadian natural gas 
business. Veteran will continue to pursue low permeability natural gas targets which it considers low risk and which it believes 
to be economically attractive. The focus of its efforts will naturally be directed to those opportunities where the company 
believes it can add value by way of its leading edge drilling expertise. The company’s short term focus will be directed to 
developing its undeveloped property base and proving up the benefits of its underbalanced drilling process. 


Operations Review 
Focus 


The 2000 operating program was concentrated on the Gunnell and Plante/Watch assets while simultaneously establishing core 
land positions in several new venture projects. 


The company’s thrust in the Gunnell and Plante/Watch areas was directed at drilling, completing, testing and constructing 
wellsite facilities along with pipeline tie-ins to put wells into production. 


Several new venture areas were identified as opportunities during 2000. The company acquired access to lands in these areas 
by way of Crown land sales or through farmins from existing land holders. As in the past the corporation focused its efforts on 
opportunities which will benefit from the company’s leading edge drilling expertise. 


Production 


Combined gross sales of oil, NGL’s and natural gas averaged 214.1 boepd (at a gas conversion rate of 10 mcf to 1 boe), an 
increase of 115.1 boepd or 116 percent over sales of 99 boepd during 1999. Combined gross sales of oil, NGL’s and natural gas 
averaged 272.2 boepd (at a gas conversion rate of 6 mcf to 1 boe), an increase of 173.2 boepd or 175% over the prior year. 
Annual average gross company oil and NGL sales were 126.9 bopd, an increase of 27.9 bopd or 28 percent over sales of 99 bopd 
in the prior year. Gross natural gas sales averaged 871.4 mcfd. Sales of natural gas and NGL's increased due to new sources 
in the Plante/Watch and Gunnell areas. 


Operating Costs 


Operating expense for 2000 increased from $325,141 to $725,681 primarily due to the addition of new sources at Plante/Watch 
and Gunnell. 


The company experienced a unit operating expense of $9.26/boe during the year, based on a gas conversion rate of 10 mcf to 
1 equivalent barrel compared to the unit cost of $9.24/boe during the prior year. 


Barons, Coronation and Red Earth, Alberta 


Annual average gross company oil sales were 81.3 bopd down 17.7 bopd or 17.9 percent over 1999 sales of 99 bopd. This 
decrease was principally due to normal decline. No drilling activity occurred on these properties during the past year. 
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Plante/Watch Area, Northwest Alberta 


The three successful Cardium gas wells drilled during late 1999 and early 2000 were equipped with wellsite facilities, tied-in to 
compressors and processing plants and placed on production during the first half of 2000. 


The company also participated in the drilling of four gross (0.925 net) horizontal wells and one gross (0.15 net) vertical well in 
the Plante/Watch area during the year. One of these wells was Classified as exploratory while four were assessed 
development status. Two gas wells had been tied-in by year end and placed on production while one well was suspended and 
two wells were completed but remained shut-in. The company retains a working interest which varies from 3% to 25% in the 
Plante/Watch area. (Figure 1) 
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(Figure 1) 
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Gunnell Area, Northeast B.C. 


The company disposed of a portion of its interest in the d-90-J/94-I-12 and b-95-K/94-I-12 shut-in gas wells and the Gunnell area 
lands during the first quarter of 2000. Upon sale closure Veteran received cash compensation of $892,000 while retaining a 25% 
working interest in the two gas wells and 30% working interest in the remaining undeveloped acreage (Figure 2). As a 
consequence of this transaction a senior producer became the operator of the joint venture lands. The new operator has 
extensive land holdings in close proximity to the joint lands and has developed an extensive gathering and processing 
infrastructure in the area. Veteran proceeded with the sale after concluding that operating efficiency and economy of scale 
considerations substantiated a cooperative rather than a competitive development effort. 


The d-90-J/94-I-12 and b-95-K/94-I-12 gas wells were tied-in during the fall and went on stream in late September. Further 
drilling is expected on the joint lands during 2001. 


Gunnell Area 


(Figure 2) 
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Caribou Creek, B.C. - New Ventures 


The company acquired 2,760 gross (2,483 net) acres of land in 2000 through a Crown auction in the Caribou Creek region of 
Northeastern British Columbia (Figure 3). Internal studies have concluded that these lands are prospective for gas reserves 
which could be economically developed through the application of Veteran's underbalanced drilling process. Subsequent to 
year end the company aquired 3,447 gross (3,104 net) acres of land immediately offsetting the first block of lands. 


Caribou Creek 


(Figure 3) 
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Blair Creek B.C. - New Venture 


The corporation was successful in acquiring 8,374 gross (8,374 net) acres of lands in the Blair Creek area at Northeast British 
Columbia crown auctions. These lands are considered to be prospective for reservoirs which the company believes are 
candidates for its underbalanced drilling process. 


The company also entered into a farmin agreement with a senior producer in late December on lands located in the Blair Creek 
area of Northeastern British Columbia. The farmin agreement provided Veteran with a rolling option which allows the 
corporation to drill to earn an interest which can vary from 60% to 70% on a maximum of ninety-eight (98) units comprising 
approximately 17,200 acres of land (Figure 4). Veteran anticipates that first operations on these farmin lands will be conducted 
in 2001 during which it expects to further test its underbalanced drilling process. 


Blair Creek 


(Figure 4) 
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Lake Erie, Ontario - New Venture 


Veteran was successful in acquiring 8,357 gross (4,179 net) acres of land primarily offshore Lake Erie, Ontario (Figure 5). These 
lands are prospective for both oil and gas reservoirs and will be operated by a local joint venture partner based in London, 
Ontario. Veteran believes that its new underbalanced horizontal drilling process will be valuable in exploiting these lands. 


Lake Erie 
(Figure 5) 
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Other New Ventures 


The company continues to believe that the Western Canadian sedimentary basin contains significant overlooked natural gas 
potential. Many of these opportunities are located in low quality reservoirs, which will require new technologies that will 
improve productivity and recovery and/or reduce development costs. Veteran will continue to pursue those prospects, which 
it believes will benefit from its new underbalanced horizontal drilling process. 


Land Summary 


During 2000 the company acquired further lands in Northeast British Columbia and earned additional interest in lands in the 
Plante/Watch region through drilling. As at December 31, 2000 the company had an interest in approximately 49,386 gross 
(21,135 net) acres of undeveloped land in Western Canada. In addition the company acquired 4,179 net acres of land in Ontario 
increasing the company’s total undeveloped land base to 25,314 acres. The company acquired 15,038 net acres of land during 
the year at an average cost of $63.91/acre. This extensive land holding provides the company with an excellent platform for 
future growth. 


Undeveloped Land Holdings 


As at December 31, 2000 
= = ee ea ee Gross Acres Net Acres 
Alberta 10,400 SFA 
British Columbia 38,986 19,214 
Ontario ; 8,357 4,179 
Total 57,743 25,314 


Crude Oil, NGL's 
and Natural Gas Reserves 


The company’s 2000 year end reserves were determined by Sproule Associates Limited through generally accepted 
engineering methods and are the total recoverable reserves associated with the acreage in which the corporation holds an 
interest. The corporation's gross reserves are the corporation's working and overriding royalty interest share of reserves 
before the deduction of royalties. The oil and NGL reserves are presented in thousands of barrels at stock tank conditions. 
The pipeline gas reserves are presented in millions of cubic feet at base conditions of 14.65 psia and 60°F. Sproule Associates 
Limited have categorized these estimates of the company’s oil, NGL and natural gas reserves as proven and risked probable. 


The estimates of the corporation’s recoverable oil, NGL and natural gas reserves contained herein are estimates only and there 
is no guarantee that the estimated reserves will be recovered. Actual recovered reserves may be greater or less that the 
estimates provided herein. 


As at year end the company’s gross proven plus risked probable oil and NGL reserves were 361 mbbls while gross natural gas 
reserves were 2,093 mmcf for a total equivalent of 570.3 mboe at a gas conversion of 10 mcf to one equivalent bbls and 709.8 
boe at 6 mcf to one equivalent bbls. Ninety-nine percent of Veteran's reserves were classified as proven at a conversion of 6 
mcf to one equivalent bbls. 


Drilling additions to proven oil and NGL reserves were insufficient to offset negative revisions, production and reserves 
disposed of in the Gunnell area during the year. Additions to proven gas reserves were also insufficient to replace negative 
revisions, production and reserves disposed of in the Gunnell area. 
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Crude Oil, NGL and Natural Gas Reserves (before royalties) 


Crude Oil, NGL and Natural Gas Reserves "” 
As at December 31, 2000 


Oil NGLs Natural Gas boe boe 
nee = __(mbbls) (mbbls) __(mmef) (10 mef/1 boe) (6 mcf/1 boe) 
Proven Developed 
Producing 295.1 55.7 2,093.0 560.1 699.6 
Proven Undeveloped - - - - - 

Total Proven 295.1 55.7 2,093.0 560.1 699.6 
Risked Probable — eee 0,2 eee ee a ee Wee lt 
Total Proven plus Risked Probable 305.3 55.7 2,093.0 570.3 709.8 


"These are the company’s working interest and overriding royalty interest share of reserves before the deduction of royalties. 


” Risked probable reserves have been reduced to 50 percent of probable reserves to account for risk. 


Future Cash Flow Associated with Year-end Reserves 


Sproule Associates Limited have determined the present worth of future net cash flows associated with the corporation's 
reserves. The future net cash flows were determined prior to provision for income taxes and indirect costs, but after deduction 
of royalties, estimated future capital expenditures and well abandonment costs. It should however “not be assumed” that the 
present worth of estimated future cash flows is representative of the fair market value of the reserves. There is no certainty 
that the price and cost assumptions which were used will be attained and any variance could be material. 


Present Value of Reserves (before tax using escalated prices) 


Undiscounted Discounted Discounted 
(Thousands) : eee i ee 10% ees 150 
Proven Developed Producing $ 10,991 $ 7,963 $7,081 
Proven Undeveloped == ; Se ea he ee OS 53 ee eae 
Total Proven 10,991 7,963 7,081 
Risked Probable = - = aS 88 a 52 42 
Total Proven Plus Risked Probable $ 11,079 $8,015 $ 7,123 

Present Value of Reserves (before tax using constant prices) 

Undiscounted Discounted Discounted 
(Thousands) _ = Sa, : 10% 15% 
Proven Developed Producing $ 24,888 $ 16,344 $ 14,012 
Proven Undeveloped ; 7 - - oS 
Total Proven 24,888 16,344 14,012 
Risked Probable _ Se ee IN : 
Total Proven Plus Risked Probable $ 25,092 $ 16,458 $ 14,102 
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Discussion and Analysis 


The Management's Discussion and Analysis provides our shareholders with detailed disclosure of Veteran's performance 
during the year. The following discussion and analysis should be read in conjunction with the audited consolidated financial 
statements of the company. 


Year 2000 operating income of $1,250,285 represented a significant increase over the 1999 deficit of $19,872. The drilling of new 
wells in 2000 coupled with the tie-ins of wells drilled in 1999, increased the company's average production by 116.8% over 1999. 
The growth in production along with a 71.3% price increase resulted in cash flow from operations increasing to $1,987,816 
compared to 1999 cashflow of $228,496. Cashflow from production operations per share increased 700% in 2000 to $.08 versus 
$.01 for the same period in 1999. 


OPERATING MARGIN ANALYSIS 
The tables below provide summaries of Veteran's operations for the past two years 


FINANCIAL 2000 1999 
Revenue $ 3,695,871 $ 981,487 
Royalties 762,255 56,892 
Alberta royalty tax credit (138,364) (24,796) 
Operating expenses 725,681 325,141 
Field netback $ 2,346,299 $ 624,250 
Other income (84,374) (2,720) 
General and administrative expenses 442,857 398,474 
Funds flow from operations $ 1,987,816 $ 228,496 
Depletion and depreciation 703,254 237,619 
Interest and other 34,277 10,749 
Net Income $ 1,250,285 $ (19,872) 

PRODUCTION 
Natural gas (mcfd) 871.4 29.0 
Oil and NGL's (bbls) 126.9 96.1 
Oil equivalent (bopd) 214.1 99.0 

AVERAGE PRICES 
Natural gas (mcf) $ O20 ee 3.00 
Oil (bbls) 41.17 25.97 
NGL's (bbls) 40.54 31.44 

MARGIN ANALYSIS (Cd$ per boe) 

Revenue $ 47.16 §$ 27.53 
Royalties 7.96 89 
Operating expenses 9.26 9.24 
Field netback $ 29.94 $ 17.40 
Other income (1.08) (.07) 
General and administrative expenses | 5.65 11.02 
Interest and other 43 “Le 
Netback $ 24.94 $ 6.30 
Depletion and depreciation 8.97 6.84 
Net Income $ 15.97 $ (.54) 
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GROSS REVENUE AND PRICE 


Gross production revenue increased 276.5% to $3,695,871 in 2000 from $981,487 in 1999. 71.3% of this increase is due to product 


price while 116.8% of the increase is due to volume. 


Revenues ($) 


$3.00/mcf. 


three years are shown in the following table. 


($ millions) 


Revenue = Amount ($)_ = % Change 
1 

2000 3,695,871 276 

1999 981,487 29 

1998 759,972 13, 


The average price received for oil and NGUs during the year was 
$ 40.94/boe while gas price averaged $5.62/mcf. 
The comparable 1999 prices were $26.02/boe for oil and NGL's and 


Revenue growth and annual price realizations for the past 


CDN. $/boe 


1998 1999 2000 


» 


Revenue from natural gas sales increased by 4,446.8% to:$1,793,341 compared to 1999 natural gas sales of $39,442. This 
dramatic increase is attributable to the start up of production from the new wells in the Plante/Watch and Gunnell areas. 
Revenue from NGL sales also increased to $678,394 as a result of the new production from these wells. The oil revenue 


increase was entirely attributable to price. 


The following table shows the revenue split by product for the most recent two years. 


: 200002 % (999 ca 
$ $ 
Natural gas sales 1,793,341 48.5 39,442 4.0 
Oil sales 1,224,136 33.1 877,923 89.5 
NGL sales 678,394 18.4 27,081 2.7 
Overhead recoveries Pere - 23 a eee 2/0 ee 3.8 
P&NG Revenue (3695871 1000 981,487  — 100.0 
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Discussion and Analysis 


Discussion and Analysis 


PRODUCTION 


Production for the year was 78,367 boe, (at a gas conversion of 10 mcf to 1 equivalent barrel) an increase of 42,232 boe from 
1999, attributable to the onset of production from the wells drilled in 1999 along with the additional production from wells drilled 
and tied in during 2000. The Gunnell wells that went on stream in the third quarter accounted for 3,891 boe or 4.9% of the total 
while the Plante/Watch wells produced 44,660 or 57.0% of the total. The remaining 38.2% of the total was produced from 
Barons, Provost and Red Earth properties. 


Based on a conversion of 10 mcf to 1 equivalent barrel, the average daily production for the company in 2000 was 214.1 boepd 
compared to 99 boepd for an increase of 116.8% or 42,232 boe over 1999. Of the 42,232 boe increase over 1999, 3,891 boe was 
contributed by the Gunnell wells, 42,781 boe from the Plante/Watch wells and 453 boe from the Barons wells. The Red Earth 
wells declined by 4,579 boe and the Provost wells dropped slightly by 314 boe from 1999. 


The company’s production history is shown in the following table: 


10 mcf = 1 equivalent barrel 6 mcf = 1 equivalent barrel 
Production | Totalboe = %Change __ boepd Totalboe % Change _ boepd 
2000 78,367 116.8 214.1 99,625 174.4 272.2 
1999 36,135 (7.4) 99.0 36,301 (10.7) 99.4 
1998 39,055 50.7 107.0 40,673 56.9 111.4 
1997 25,915 | Ns) Om me 25-015 59 ee AMIS 


Production by area for 2000 


Oil & NGL's Gas Total % 
— (boe) ~—— (boe) a 
Plante 18,148.0 26,512.0 44 660.0 57.0 
Provost 16,863.0 - 16,863.0 21.6 
Red Earth 4618.0 1,492.0 6,110.0 78 
Barons 6,843.0 Py 845.0 ys 6 
Total Alberta = 46,472.0 28,004.0 74,476.0 951 
Gunnell a 0,89 10 3,891.0 49 
TotalB.C. - 3,891.0 38910 49 — 
Total = ||  46,472.0 31,895.0  78,367.0 1000 
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ROYALTIES 


Royalties for the period were $623,891 or 16.8% of revenue. This compares with 1999 royalties of $32,096 or 3.2% of revenues. 
The higher royalty rate is attributable to dramatic price increases during 2000 and the onset of production from the 
Plante/Watch and Gunnell areas. Royalties increased on a boe basis from $.89/boe in 1999 to $7.96/boe in 2000. 


ARTC's for 2000 were $138,364 compared to the prior year of $24,796. 


OPERATING EXPENSES 


Operating expenses increased to $725,681 from $325,141 in 1999. The operating expenses per boe remained consistent with 
the 1999 unit costs. The Gunnell wells in B.C. were placed on production in the fourth quarter of 2000 while the Plante/Watch 
wells were placed on stream at various times during the year. 


The Provost Alberta wells are low productivity wells which have historically experienced high operating expenses per boe as 
evidenced by the 1996 and 1997 costs. The addition of production from the Red Earth area in 1998 reduced operating expenses 
on a boe basis. 


Historical operating expenses and ratios are shown below: 


$/boe $/boe 

Amount (10 mcf/boe) (6 mcf/boe) 
2000 $ 725,681 , $ 9.26 $ 7.28 
1999 $ 325,141 . $ 9.24 $ 8.95 
1998 Se 391747 $ 9.85 $ 9.63 
1997 $ 314,761 Se247 Sey, 
1996 $ 257,259 $ 10.54 2S H1054 


NETBACKS AND CASH FLOW PER BOE 


The netback is defined as the revenue per unit of production net of royalties and Operating expenses based 
on a gas conversion of 10 mcf to 1 equivalent barrel. The 2000 netback of $29.94/boe increased by 
$12.54/boe from $17.40/boe in 1999 or 72.1%. 


CDN. $ PER BOE 2000 1999 % CHANGE 
Sales Price $ 47.16 $ 27.53 71.3 
Net Royalties $ 7.96 $ 89 794.3 
Operating Expenses = RS $ 9.24 2 
Field Netback $ 29.94 $ 17.40 72.1 


GENERAL AND ADMINISTRATIVE 


General and administrative expenses increased by 11.1% to $442,857 compared to $398,474 in 1999. Increased salaries and the 
addition of more systems programs contributed to the increase. General and administrative expenses on a unit of production 
basis was $5.65/boe a reduction of 48.7% over the prior year. 
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Discussion and Analysis 


Discussion and Analysis 


DEPLETION, DEPRECIATION AND SITE RESTORATION 


Depletion and depreciation is determined on the unit of production method based on total proven reserves with natural gas 
converted to a barrel equivalence using six thousand cubic feet equal to one barrel (6:1 ratio). This conversion factor 
approximates the relative energy value and is commonly used in depletion calculations. 


Depletion on a production unit basis increased to $8.97/boe from $6.84/boe the prior year. The increase per barrels of oil 
equivalent (boe) is related to a first quarter disposition of a portion of Veteran's working interest in the Gunnell area of B.C. and 
also a proven reserve revision recognized in the fourth quarter related to the Plante/Watch area. 


CAPITAL EXPENDITURES 


Capital expenditures increased 69.0% from $3,407,222 in 1999 to $5,759,769 in 2000, prior to dispositions. After dispositions of 
$892,067, Veteran’s total capital expenditures for the year were $4,867,702. The table below summarizes the capital 
expenditures by year and category. 


=e 7 2000 he 1999 % 
Land Acquisitions $ 961,056 19.7 $ 381,788 ie 
Drilling, Testing, Completion, Equipping 4,011,099 82.4 2,147,446 80.6 
Batteries & Flowlines 448,395 92 - - 
Dispositions (892,067) (18.2) - - 
Other See Seed. 219 eo A oa 
Total Capital Expenditures _ —_ $ 4,867,702 1000 = $ 3,407,222 = 100.0 
WELLS DRILLED SUMMARY 
Gross Net Net Net Net Net 
Total Wells Wells Oil Gas Suspended D&A 
= = Wells __— Wells Wells Wells” 
2000 5 1.075 - 425 5 40 
1999 5 1.275 - 1.275 - - 


Success ratio for 2000 63% 
Success ratio for 1999 100% 


SHARE CAPITAL 


During 2000, Veteran raised $2,724,000 in January from a private placement of units at $1.00 per unit. Each unit consists of a 
common share and a common share purchase warrant at $1.20. The warrants are exercisable at any time until close of 
business on December 13, 2001. 


Share capital in 2000 was reduced by $160,855 for the tax benefit renounced on the December 1999 flow through share issue. 
The paid up amount of flow-through shares are reduced by the estimated amount of tax benefits renounced to the purchasers 
of the shares when the qualifying expenditures are incurred. Capital expenditures were likewise adjusted by ($160,855) for the 
flow through tax benefit renounced. From inception to date Veteran has reduced share capital by $637,174 representing the 
flow through tax benefit recognized on all flow through share issues of $1,428,000. 
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Outstanding at year end were the following warrants and options: 


2,851,500 warrants at $1.20 expiring December 13, 2001 
281,500 agents units options at $1.00 ”’ expiring December 13, 2001 
36,050 agents options at $1.00 expiring December 13, 2001 


"(each agents unit entitles the holder to purchase a common share at $1.00 and a non-transferable common share 
purchase warrant at $1.20) 


RESERVE RECONCILIATION 


The table below reconciles the reserve changes from year end 1999 to year end 2000. This reconciliation was completed 
using the company’s working interest and overriding royalty interest share of reserves before the deduction of royalties. The 
reconciliation was further completed on an equivalent barrel basis whereby marketable gas reserves have been converted 
to barrels on the basis of 6 mcf to 1 equivalent barrel or 10 mcf to 1 equivalent barrel as indicated. The negative revisions 
to proven reserves were largely a consequence of performance concerns with the Plante/Watch Cardium producers. 
A downward revision to probable reserves was also associated with the Plante/Watch area. 


RESERVE RECONCILIATION (mboe) 


(mboe at 6:1 Ratio) (mboe at 10:1 Ratio) 

Proven Probable Total Proven Probable Total 

Balance on December 31, 1999 1,165.3 344.5 1,509.8 860.4 247.3 1,107.7 
Additions B26 - O20 22.6 - 22.6 
Acquisition/Divestments (165.0) - (165.0) (99.8) . (99.8) 
Reclassifications - - - - - - 
Revisions (233.3) (334.3) (567.6) (144.8) (237.1) (381.9) 
Production (99.7) - (99.7) (78.3) - (78.3) 
Balance on December 31, 2000 699.6 10.2 709.8 560.1 10.2 570.3 
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NET ASSET VALUE 


Discount Rate 


Reserves, proved and probable 
Undeveloped land, at cost 
Equipment and inventory, at cost 
Working capital 


Long-term debt 


Net asset value 


Shares outstanding 


Net asset value pershare 


TAX POOLS 
The following table defines the tax pools available at December 31, 2000 for future use to reduce taxes payable. 


Loss carry forwards 


COGPE 
CDE 
CEE 


Total Tax Pools _ 


2000 2000 
10% 15% 
$ 8,015,000 $ 7,123,000 
1,523,961 1,523,961 
427,154 427,154 
1,094,024 1,094,024 

$ 11,060,139 $ 10,168,139 
27,065,920 27,065,920 
$ MM $ 38 


Opening Additions 

2000 =——s—<itéié 

$ $ 

1,626,652 - 
1,994,255 394,286 
2,026,447 2,934,616 
1,258,695 1,523,402 _ 
6,906,049 4,852,304 


Usage in Ending 
2000 2000 — 

$ $ 
(1,498,815) 127,837 
- 2,388,541 
- 4,961,063 
ee 2097, 
(1,498,815) 10,259,538 
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Management’s Report 


The accompanying financial statements and all information in this annual report are the responsibility of management. The 
financial statements have been prepared by management in accordance with generally accepted accounting principles, and 
in the opinion of management, present fairly the financial position and results of operations of the Company within acceptable 


limits of materiality. Financial and operating information presented elsewhere in the annual report is consistent with the results 
summarized in the financial statements. 


Management maintains appropriate systems of internal controls to safeguard assets and enable accurate and timely financial 
and operational reporting. The accuracy of the financial reporting has been examined by external auditors. The Board of 
Directors is responsible for ensuring that management fulfills its responsibilities for stewardship and financial reporting and is 
ultimately responsible for reviewing and approving the financial statements. 


WT SP eee tia | 


Donald Jewitt Brian Schmidt 
President Secretary-Treasurer 


Auditors’ Report 


To the Shareholders of 
Veteran Resources Inc., 


We have audited the consolidated balance sheets of VETERAN RESOURCES INC. as at December 31, 2000 and 1999 and the 
consolidated statements of income (loss) and deficit and cash flows for the years then ended. These financial statements are 
the responsibility of the Company's management. Our responsibility is to express an Opinion on these financial statements 
based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require that 
we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, 
as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the consolidated financial 


position of the Company as at December 31, 2000 and 1999 and the results of its operations and its cash flows for the years 
then ended in accordance with Canadian generally accepted accounting principles. 


Calgary, Canada Athy Lrrdovver LL? 


March 28, 2001 Chartered Accountants 
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Consolidated Balance Sheets 


December 31 2000 1999 
ASSETS 
CURRENT ASSETS 
Cash and short-term deposits 1,472,062 229,459 
Restricted cash - 360,500 
Accounts receivable 859,873 811,138 
Prepaid expenses 65,070 S202 
2,397,005 1,433,629 
CAPITAL ASSETS (Note 3) 7,193,723 3,190,130 
9,590,728 4,623,759 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


CURRENT LIABILITIES 


Accounts payable and accrued liabilities 1,302,981 1,941,056 
FUTURE SITE RESTORATION 127,908 94,015 
SHAREHOLDERS’ EQUITY 

Capital stock (Note 5) 12,592,018 8,271,152 

Deficit (4,432,179) (5,682,464) 

8,159,839 2,588,688 
9,590,728 4,623,759 


Approved on behalf of the Board: 


Oar ee 


Director Director 
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Consolidated Statements of Income (Loss) and Deficit 


For the years ended December 31 2000 1999 


REVENUES 
Oil and gas 3,695,871 981,487 
Royalties : (623,891) (32,096) 
Net production revenue 3,071,980 949,391 
Other income 84,374 10,720 
. 3,156,354 960,111 
ANSI 860,111 
OPERATING EXPENSES 
Depletion and depreciation 703,254 237,619 
Operating 725,681 325,141 
General and administrative 442,857 398,474 
Site restoration ' 34,277 9,664 
Consulting - 8,000 
Interest on long-term debt - 1,085 
1,906,069 979,983 
NOMS 878,983 
NET INCOME (LOSS) 1,250,285 (19,872) 
DEFICIT, beginning of year (5,682,464) (5,662,592) 
DEFICIT, end of year (4,432,179) (5,682,464) 
EARNINGS PER SHARE 0.05 0.00 
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Consolidated Statements of Cash Flows 


For the years ended December 31 2000 1999 


OPERATING ACTIVITIES 
Net income (loss) 1,250,285 (19,872) 
Items not affecting cash 
Depletion and depreciation 703,254 237,619 
Site restoration 34,277 9,664 
Interest on long-term debt - 1,085 
Funds flow from operations 1,987,816 228,496 
Change in non-cash operating working capital (854,139) 463,536 
1,133,677 692,032 
INVESTING ACTIVITIES 
Purchase of capital assets (5,759,769) (3,407,222) 
Proceeds from disposition of capital assets 892,067 - 
Site restoration expenditures (384) (71,758) 
Change in non-cash investing working capital 134,791 235,940 
(4,733,295) (3,243,040) 
FINANCING ACTIVITIES 
Issue of common shares 4,870,189 3,057,843 
Share issue costs (388,468) (278,584) 
4,481,721 2,179,259 
INCREASE IN CASH 882,103 228,251 
CASH, beginning of year 589,959 361,708 
CASH, end of year 1,472,062 589,959 
CASH IS COMPRISED OF 
Cash and short-term deposits 1,472,062 229,459 
Restricted cash - 360,500 
Cash income taxes paid 
Cash interest paid é E 
Funds flow from operations per share 0.08 0.01 


The accompanying notes are an integral part of these consolidated financial statements. 
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Notes to Consolidated Financial Statements 


December 31, 2000 and 1999 


1. OPERATIONS 


Veteran Resources Inc. (“the Company”) is engaged in the acquisition of, exploration for and development of oil and natural 
gas properties in Canada. In addition, the Company has developed a horizontal drilling expertise which it makes available to 
the industry on a fee basis or for participating interests and which it expects to apply to the development of its own oil and gas 
properties. 


These consolidated financial statements include the accounts of the Company, and its wholly-owned subsidiary Veteran 
Resources Offshore (Cyprus) Limited until its wind-up on December 15, 2000. All significant intercompany transactions and 
balances have been eliminated on consolidation. 


The Company's activities are related primarily to the exploration for and development of oil and natural gas reserves. The 
ultimate recovery of the Company's investment in capital assets is dependent upon the successful exploration for and 
development of oil and natural gas in commercial quantities. 


2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
Capital assets , 


The Company follows the full cost method of accounting for its petroleum and natural gas properties and equipment whereby 
all costs related to the exploration for and development of oil and gas reserves are capitalized. Costs include lease acquisition, 
geological and geophysical expenditures, carrying costs of non-productive properties, the drilling of productive and non- 
productive wells and related plant and production equipment costs. General and administrative expenses of $289,000 (1999 - 
$270,000) were capitalized. Interest expense is not Capitalized. Proceeds on disposal of properties are ordinarily deducted 
from such costs without recognition of profit or loss except where such disposal would change the rate of depletion by 20% 
or more. 


The Company calculates a “cost ceiling” which limits the net book value of Capital assets to the undiscounted and unescalated 
estimated future net revenues from production of proved reserves based upon period-end prices. Additional depletion is 
provided if the net book value of capitalized costs exceeds such future revenue. This test also takes into account estimated 
future general and administrative expenses, site restorations and abandonments, financing costs and income taxes, all 
undiscounted and unescalated. 


Depletion is computed using the unit-of-production method where the ratio of production to estimated proved reserves 
' determines the proportion of depletable costs to be expensed. Depletable costs are reduced by estimated future salvage 
values from wells, plants and facilities, and undeveloped properties are excluded from the depletion calculation until the 
quantities of proved reserves relating to those properties can be determined. 


Costs relating to the construction and development of drilling equipment are deferred until completion of the project. These 
costs are depreciated over future periods on a basis not to exceed the useful life of the equipment. Where there is a significant 
degree of uncertainty as to whether sufficient revenue will be generated from the equipment, the unrecoverable costs are 


expensed. 


Depreciation of drilling equipment and office equipment is computed on the declining balance method at the rate of 30% and 
20%, respectively, per year. 
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
Future site restoration costs 


The provision for future site restoration costs relating to petroleum and natural gas properties, as estimated by the Company's 
reserve engineers, is charged against income on a unit-of-production basis. The cumulative amount is reduced by 
expenditures incurred. 


Measurement uncertainty 


The amounts recorded for depletion and depreciation of capital assets and the provision for future site restoration are based 
on estimates. The ceiling test is based on such factors as estimated proved reserves, production rates, oil and gas prices, 
future costs and other relevant assumptions. By their nature, these estimates are subject to measurement uncertainty and the 
impact of the difference between actual results and these estimates on the financial statements of future periods could be 
material. 


Income taxes 


Effective January 1, 2000, the Company adopted the new recommendations of the Canadian Institute of Chartered Accountants 
with respect to accounting for income taxes. Under the new recommendations, the liability method is used, based on 
differences between the financial reporting and tax bases of assets and liabilities. Previously, the deferral method was used, 
based on differences in the timing of reporting revenues and expenses in financial statements and tax returns. The new 
method was applied retroactively without restatement of prior years’ financial statements. 


The possible effect of the new recommendation on the 2000 financial statements gave rise to a future potential income tax 
asset resulting from the tax basis of oil and gas properties exceeding the accounting net book value. However, a tax asset is 
only recognized if it is more likely than not to be realized. Given that the Company has had no taxable income in the past, the 
tax asset has not been recognized. 


Joint ventures 

A significant portion of the Company’s exploration, development and production activities are conducted jointly with other 
entities and accordingly these consolidated financial statements reflect only the Company's proportionate interest in such 
activities. 

Per share information 

Per share information is based on the weighted average number of shares outstanding during the period, which was 26,251,615 
(1999 - 17,818,048). Fully diluted loss per share and fully diluted funds flow from operations per share, as affected by stock 


options and warrants as described in Note 5, are anti-dilutive. 


Stock options 


The Company's stock-based compensation plan is described in Note 5. No compensation expense is recognized for this plan 


when stock options are issued to employees. Any consideration paid by option holders on exercise of stock options is credited 
to share capital. 
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3. CAPITAL ASSETS 


2000 
Accumulated 
Depletion 
and 
Cost Depreciation 
$ $ 
Petroleum and natural gas 
“pt operties 11,494,261 4,388,952 
Drilling equipment 427,154 374,168 
Office equipment 117,972 82,544 
12,039,387 4,845,664 
Net book value 7,193,723 
1999 
Accumulated 
Depletion 
‘ and 
Cost Depreciation 
$ $ 
Petroleum and natural gas 
properties 6,802,814 3,715,218 
Drilling equipment 427,154 356,531 
Office equipment 102,572 70,661 
7,332,540 4,142,410 
Net book value 3,190,130 


4. LOAN FACILITY 


The Company has a revolving term loan facility in the amount of $1,500,000 to finance operating requirements. The facility bears 
interest at prime plus 1%, and is secured by a first floating charge in the amount of $2,000,000 over all assets. At December 31, 


2000, no amounts were outstanding under the facility. 
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5. CAPITAL STOCK 
Authorized 


Unlimited number of common shares without nominal or par value 
Unlimited number of redeemable preferred shares 


Issued common shares 


Balance - December 31, 1998 

Issued pursuant to exercise of stock options 

Flow through shares issued for cash, net of issue costs of $108,844 
Tax benefit renounced 

Issued for cash, net of issue costs of $169,740 


Issued in exchange of long-term debt, 
including accrued interest of $16,800 


Issued for cash pursuant to exercise of warrants 
Balance - December 31, 1999 

Tax benefit renounced 

Issued for cash, net of issue costs of $272,400 


Issued for cash pursuant to exercise of warrants, 
net of issue costs of $116,068 


Balance - December 31, 2000 
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Number 
of Shares 


14,242,103 
85,800 


1,260,500 


3,483,413 


846,667 
100,000 


20,018,483 


3,034,607 


4,012,830 


27,065,920 


Amount 


$ 
5,587,212 
47,190 
1,164,962 
(476,319) 


1,517,107 


381,000 
50,000 
8,271,152 
(160,855) 


2,591,374 


1,890,347 


12,592,018 


5. CAPITAL STOCK (Continued) 
Stock options and warrants 
Stock options have been granted to directors, officers 


of the Company. A summary of the options outstandin 
ended is presented below: 


, employees and consultants entitling them to purchase common shares 


g at December 31, 2000 and 1999 and the changes during the years then 


Weighted 

Stock Average 
Options Price 

$ 

Balance - December 31, 1998 1,088,000 0.64 
Granted 166,000 1.70 
Exercised (85,800) 0.55 
Expired, unexercised (35,000) 3.15 
Balance - December 31, 1999 1,133,200 0.72 
Granted 750,000 0.97 
Expired, unexercised (98,000) 0.84 
Balance - December 31, 2000 1,785,200 0.82 

Outstanding Weighted Weighted Exercisable Weighted 

December 31, Average Average December 31, Average 


Price 2000 Life Remaining Price 2000 Price 
$ $ $ 


0.55 884,200 2.5 years 0.55 884,200 0.55 
0.70 100,000 4.5 years 0.70 100,000 0.70 
1.01 650,000 4.0 years 1.01 650,000 1.01 


1.70 151,000 3.5 years 1.70 134,000 1.70 
1,785,200 3.2 years __ 0.82 1,768,200 0.81 


As at December 31, 2000, 2,851,500 warrants were outstanding. These warrants entitle the holder to purchase one common 
~ share at a price of $1.20 and have an expiry date of December 13, 2001. 


Related to these warrants are 285,150 options granted to the agent to purchase units at $1.00 per unit. Each unit comprises of 
one common share and one non-transferable common share purchase warrant. Each warrant is exercisable into one common 
share at a price of $1.20 per share, and is exercisable at any time until December 13, 2001. 


In addition, the agent has options to purchase 36,050 common shares at a price of $1.00 per share. These options expire 
December 13, 2001. 


Flow-through shares 


Under this type of financing arrangement, shares are issued at a fixed price and the resultant proceeds are used to fund 
exploration and development work within a defined time period. The tax deductions arising are available to the investors, not 
the Company. The paid up amount for flow-through shares are reduced by the estimated amount of tax benefits renounced to 
the purchasers of the shares when the qualifying expenditures are incurred. 
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6. INCOME TAXES 


The provision for income taxes reflects an effective tax rate which differs from the expected Canadian income tax rate of 
44.62% as summarized below: 


2000 1999 
$ $ 
Expected provision (recovery) of income taxes 557,877 (8,867) 
Non-deductible crown payments 233,619 14,321 
Resource allowance (246,343) 7,136 
Loss carry forwards (547,754) - 
Other 2,601 (12,590) 


Income tax provision (recovery) a 2 


The Company has an excess of accumulated income tax deductions over the net book value of capital assets of approximately 
$2,854,000. These income tax deductions are available to reduce future taxable income. 


In addition, the Company has non-capital losses of approximately $130,000, scientific research expenditures of approximately 
$1,054,000 and tax credits of approximately $210,000. The losses and scientific expenditures may be used to reduce future 
taxable income and will begin to expire in the year 2004. The tax credits may be used to reduce future federal taxes payable 
and will expire in the year 2009. 


The potential future benefit of income tax deductions and losses has not been recognized as an asset in these consolidated 
financial statements. The future income tax asset is comprised of: 


2000 
$ 
Property and equipment 1,273,000 
Scientific Research & Experimental Development expenditures 470,000 
Share issue costs 215,000 
Loss carry forwards 57,000 
Potential future income tax asset 2,015,000 
Valuation allowance (2,015,000) 


Future tax asset 5 


7. FINANCIAL INSTRUMENTS 


Financial instruments recognized on the balance sheet consist of cash and short-term deposits, restricted cash, accounts 
receivable and accounts payable. The fair value of these financial instruments as at December 31, 2000 and 1999 approximates 
their carrying value due to the short term maturity of these instruments. 


8. EVENT SUBSEQUENT TO DECEMBER 31, 2000 


Subsequent to December 31, 2000, the Company acquired petroleum and natural gas rights for cash of approximately $850,000. 
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